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Special Purpose Stabilization Funds:
A Long-Term Planning Tool

Joe Markarian, Director of Technical Assistance, Municipal Data Management

and Technical Assistance Bureau

The 1945 statute that initially author-
ized cities and towns to establish a sta-
bilization fund restricted the use of any
fund balance to capital expenditures.
In 1991, permitted uses were expanded
to include any lawful purpose, but still
funds could not be reserved for a spe-
cific purpose. However with the adop-
tion of legislative amendments to M.G.L.
Ch. 40 § 5B in 2003, municipalities can
now create multiple special purpose
stabilization funds. Each of these funds
can be assigned a different purpose
allowing municipalities to take advan-
tage of a new management and fund-
ing option.

As a result, at a time when many cities
and towns are faulted for operating in
perpetual crisis mode, for allowing mu-
nicipal assets to deteriorate, and for
general short-sightedness, a special
purpose stabilization fund can be an
effective planning tool.

A fund might be established, for in-
stance, to pay solely for the mainte-
nance and repair of municipal build-
ings. Another might be created to
supplement state highway funds, re-
ceived under Chapter 90, and to cover
the cost of an ongoing street improve-
ment program. A special purpose sta-
bilization fund might also be set up to
finance a government-wide vehicle re-
placement program. For example, if a
community anticipated the need to
purchase a $400,000 fire truck in five
years, it could reserve $80,000 a year
in a special purpose stabilization fund,

and retain interest earned. In the past,
municipalities would need state ap-
proval of special legislation to set up
such a reserve.

A special purpose stabilization fund:

e Encourages a community to think
long-term. Programs to replace vehi-
cles, maintain buildings and improve
roads require an evaluation of all assets,
formulation of a replacement or repair
schedule, and calculation of long-term
projected costs.

* Helps a community save money.
Rather than pay cash, if the $400,000
purchase price of a fire truck were bor-
rowed over 15 years, interest payments
could add around $150,000 to the total
cost, depending on interest rates. Even
if this additional cost would have a
nominal tax rate impact, it can instead
be saved or expended elsewhere.

* Helps a community manage debt. A
plan to accumulate cash over time and
pay outright for a moderate-range cap-
ital expenditure helps preserve debt
capacity for major, high-dollar pur-
chases or projects. An approach that
balances debt with pay-as-you-go
practices, and protects against unfore-
seen costs is viewed in a positive light
by credit rating agencies.

* Builds resident confidence in gov-
ernment. Special purpose stabilization
funds directly address resident con-
cerns and provide assurance that

continued on page 9
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| Commentary

A series of three
proposals of inter-
est to cities and
towns was en-
acted in the clos-
ing month of this
legislative session.

An Act Relative

to Intermunicipal Agreements will now
permit towns to enter into cost sharing
intermunicipal programs without the
requirement of first obtaining town
meeting approval. Recognizing that
boards of selectmen currently have
the authority to contract with private
vendors directly — without town meet-
ing approval — this new law extends
that same logic to agreements be-
tween towns. Town meeting remains
the statutory appropriations authority
to fund agreements.

A special commission will examine
how cities and towns spend their
money and make recommendations
for improving municipal budgeting.

Lastly the governor’s original proposal
to spend $25 million to improve Inter-
net access in western Massachusetts
has been pumped up to $40 million
with the creation of a new Broadband
Institute. The goal is to wire 32 un-
served communities with high-speed
broadband in the next two years.
More on these in upcoming editions.

On a separate note, | want to extend
my thanks to the many municipal offi-
cials who attended Gov. Deval Patrick’s
unprecedented series of 11 town hall
meetings and four public cabinet meet-
ings held in every corner of Massachu-
setts this summer. These meetings
have given citizens and officials alike
unique access to the governor and
have focused on substantive issues.

Kot ¢ Mustes

Robert G. Nunes
Deputy Commissioner &
Director of Municipal Affairs

Best Practices

Financial Planning

Hans Larson, Executive Director, Town of Wellesley

Having worked for the majority of my
career in the private sector, and as a
relative newcomer to municipal govern-
ment, it has been fascinating to experi-
ence firsthand the differences between
private and public sector governance.
As one might expect, there are many
similarities, but also some significant
differences. A municipality’s finance di-
rector acts in much the same capacity
as a private sector CFO. While fund ac-
counting is difficult for corporate finance
professionals to grasp, the basic work-
ings of business and financial controls
in a corporation and municipality are
similar. Whereas in a corporation, rev-
enue growth, net income and return on
investment are overarching objectives
that serve to integrate the goals and in-
tentions of individual business units,
municipal boards and departments are
freer to pursue their own service and
policy priorities. In addition, working with
town meeting as well as the multiple
boards and committees within a mu-
nicipality certainly requires a more delib-
erate approach and a greater emphasis
on process than dealing with a corpo-
ration’s board of directors.

The Town of Wellesley has a proud tra-
dition of strong financial planning, as
evidenced by our fully funded pension
plan, favorable bond rating and low tax
rate. We are striving to continue this tra-
dition by proactively responding to a
number of new financial challenges. We
have learned a number of lessons from
the town’s past experiences, as well as
from our ongoing successes and fail-
ures. | have attempted to encapsulate
some of those lessons in the planning
maxims summarized below.

Focus on environmental
changes and set priorities
based on the level of
financial risk

The increasing costs associated with
health insurance, Other Post-Employ-
ment Benefits (OPEB), public educa-
tion and building renovations/mainte-
nance have dominated our financial
planning discussions in recent years.
The financial risk associated with these
challenges has warranted a heightened
level of focus, which has led to the de-
velopment of long-term plans for miti-
gating their impact. For example, we
have worked with the other communi-
ties in the West Suburban Health Group
(a health insurance purchasing con-
sortium) to develop a new set of health
insurance plans, which offer lower pre-
miums and the potential of greater
consumer accountability. We are now
collectively bargaining for the town-
wide adoption of these plans.

Recognizing the rapidly increasing
pay-as-you-go cost of retiree medical
benefits, we obtained special legisla-
tion to allow us to both create a funding
vehicle and to support the resulting
trust fund via a Proposition 2% funding
exclusion. Last year we obtained ap-
proval from town meeting and voters for
such an exclusion; we are now funding
the Annual Required Contribution as
defined in the Governmental Account-
ing Standards Board (GASB) State-
ment No. 45.

A recent comprehensive assessment of
the condition of our schools and other
town buildings identified the need for
an improved financial plan for the long-
term maintenance of the buildings. This
was particularly imperative in light of
the escalating cost of renovation and

continued on page 10




City & Town ° August 2008

Division of Local Services * www.mass.gov/dls 3

Mayor’s Power to Appoint

James Crowley, Esq., Municipal Law Bureau

Recently, after a four-year legal battle,
the Massachusetts Supreme Judicial
Court (SJC) upheld the Mayor of Som-
erville’s right to appoint a director of
veterans’ services without submitting
the appointment to collective bargain-
ing with the union. The decision is City
of Somerville v. Somerville Municipal
Employees Association, 451 Mass.
493 (2008).

In January 2004, the mayor appointed
Frank Senesi to the position of director
of veterans’ services, which is a union
position. At the time, Senesi was a
non-union city election commissioner.
An unsuccessful candidate for the po-
sition, Paul Nelson, who was a union
member, filed a grievance over the ap-
pointment with the union, the Somer-
ville Municipal Employees Association.
Although both candidates were veter-
ans, Nelson claimed the mayor’s ap-
pointment of Senesi violated the collec-
tive bargaining agreement. The dispute
was sent to arbitration. According to
the arbitrator, the collective bargaining
agreement gave preference to a union
member over a non-union member
where their qualifications were “substan-
tially equal.” In the arbitrator’s award,
the mayor was ordered to rescind the
appointment of Senesi and to appoint
Nelson to the position of director of vet-
erans’ services with full back pay to-
gether with interest compounded quar-
terly at 12 percent.

The city immediately appealed to the
Superior Court and requested that the
arbitrator’s award be vacated pursuant
to M.G.L. Ch. 150C on the grounds the
arbitrator exceeded his authority. The
Superior Court judge, however, ruled in
favor of the union. On further appeal,
the Appeals Court affirmed the deci-
sion. The city then appealed to the
SJC, which reversed the lower courts
decisions and allowed the mayor’s ap-
pointee to keep the director’s job. In

the SJC’s view, M.G.L. Ch. 115 § 10
expressly authorized the mayor, with
the approval of the city council, to ap-
point a candidate who was a veteran
as director of veterans’ services, and
the mayor’s decision was exclusive,
nondelegable, and not subject to col-
lective bargaining or arbitration.

In its written opinion, the court ac-
knowledged that there was a long rec-
ognized policy in Massachusetts favor-
ing collective bargaining between
public employers and their employees
over certain terms and conditions of
employment. For this reason, the Leg-

In its written opinion,
the court acknowl-
edged that there was
a long recognized
policy in Massachu-
setts favoring

collective bargaining
between public
employers and their
employees over
certain terms and
conditions of
employment.

islature had enacted M.G.L. Ch. 150E.
Whenever there was a conflict be-
tween the language in a state statute
and the terms of the collective bargain-
ing agreement, the court noted that the
provisions in the collective bargaining
agreement would prevail provided the
particular statute at issue was specifi-
cally listed in M.G.L. Ch. 150E § 7(d) as
being made subject to collective bar-
gaining agreements. According to the
court, there was also a strong policy in
Massachusetts in support of arbitration.

Consequently, in the case at hand, the
court stated the arbitrator’s award would
stand unless there was a material con-
flict with M.G.L. Ch. 115 § 10 concern-
ing the appointment of the director of
veterans’ services.

By its terms, M.G.L. Ch. 115 § 10 ex-
plicitly provided that a director of veter-
ans’ services, “shall be a veteran and
shall be appointed in a city by the
mayor, with the approval of the city
council.” The city first noted that M.G.L.
Ch. 115 § 10 was not listed in M.G.L.
Ch. 150E § 7(d) as being made sub-
ject to a collective bargaining agree-
ment. The city then argued that the
mayor’s power to appoint could not be
delegated to another. The union’s attor-
ney, however, contended that this statu-
tory language of M.G.L. Ch. 115 § 10
was merely general in nature and the
mayor had to comply with the collec-
tive bargaining agreement which gave
preference to union members over
non-union candidates where their qual-
ifications were “substantially equal.”
The SJC agreed with the city’'s argu-
ment. The court found a material con-
flict between the statute and the provi-
sions of the collective bargaining
agreement since the intent of the statute
was that the mayor’s authority and the
city council’s approval power could not
be usurped by the arbitrator. According
to the court, the mayor’s appointment
authority was not an ancillary matter that
could be bargained with the union. The
Legislature gave exclusive appoint-
ment authority to the mayor (subject to
the approval of the city council).

With the reversal of the Appeals Court
judgment, the arbitrator’s order direct-
ing the mayor to appoint the unsuc-
cessful candidate to the position was
nullified and Mr. Senesi retained his job
as director of veterans’ services for the
City of Somerville. &
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Focus on Municipal Finance

A Ten-Year Perspective on Proposition 2

Overrides

Rick Kingsley, Bureau Chief

Data analysis by Lisa Juszkiewicz, Director of Municipal Databank
Municipal Data Management and Technical Assistance Bureau

In the last 10 years, Massachusetts
cities and towns have had to cope with
volatile state economic conditions, dra-
matically different prospects for local
aid increases and rapidly escalating
costs for employee benefits and fuel.
To fund important services during this
period, voters in many communities
chose to override Proposition 2% to in-
crease their revenue base. An override
is a permanent increase in local prop-
erty taxing capacity that is used to
cover spending purposes that are con-
sidered ongoing expenses. The over-
ride ballot question specifies the dollar
amount and spending purpose of the
vote and requires a majority vote of the
electorate for approval. Once approved,
an override increases the levy limit and,

in subsequent years, is included in the
levy limit base which is increased an-
nually by 2.5 percent.

In the article that follows, we review
statewide override trends and analyze
the impact of all overrides voted from
FY99 through FY08 as a percentage of
each community’s FY08 levy limit.
Using this historical perspective, we
will look at various community charac-
teristics to see if there are any interest-
ing relationships between these char-
acteristics and overrides applied to the
levy limit. For example, is it true that
small towns are more willing to pass
overrides than larger communities?
Does a community’s property wealth af-
fect the amount of additional taxes resi-

dents are willing to pay? Does a high
percentage of children attending pub-
lic schools as a percent of total popu-
lation affect the likelihood of a commu-
nity approving an override vote?

Findings

As shown in Figure 1, both the dollar
amount added to the levy limit and the
number of communities approving over-
rides have generally increased since
FY99. In fact, in six of the seven most
recent years (FYO2-FY08) overrides
have added at least $30 million annu-
ally to the levy limit, with at least 35
communities having successful over-
rides in each of these seven years. This
reflects a large increase over the first

continued on page 7
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A Ten-Year Perspective on Proposition 2% Overrides continued from page 4

Overrides by Population Group

Number Total Total Overrides Number of Pct. of
Population in impact of FY97 as pct. of comm’s. with comm’s. with
groups sample overrides levy limit  levy limit overrides overrides
3,700 and under 88 15,860,805 270,833,149 5.86 34 38.64
3,701-10,200 88 71,675,605 1,049,230,074 6.83 53 60.23
10,201-21,400 88 133,476,051 2,284,703,608 5.84 38 43.18
21,401 and over 87 106,190,521 7,252,647,385 1.46 20 22.99
Table 2
Impact of Overrides by Population Group
as a Percent of the Levy Limit
8.00%
7.00%
€ 6.00%
2 5.00%
2
5 4.00%
E 3.00%
2
o 2.00%
1.00% .
0.00%
3.700 and under 3.700--10,200 10,201--21.400 21,401 and over
Population groups
Figure 2

couple of years in our 10-year period
when overrides totaled only $8.3 million
in FY99 and $6.8 million in FY2000.

Local aid grew rapidly between FY98
and FY02, with statewide Chapter 70
increasing by $924 million and lottery
aid growing by $238 million, plus sup-
plemental distributions that totaled an-
other $288 million. During the period
from FY02 through FY06, however, the
flow of additional aid came to a halt as
statewide Chapter 70 grew only $76
million, lottery aid decreased by almost
$17 million and additional assistance
was cut by close to $98 million. As ex-
pected, override activity increased
markedly during this period when local
aid stagnated. It was not until FYO6
that override activity actually peaked at
close to $50 million with 53 communi-
ties having successful votes. This no
doubt reflects the impact of several
years of flat local aid and the fact that
statewide free cash balances hit a 10-

year low point in FY05, which trans-
lated into less free cash available to
support FY06 budgets.

Next, we analyze the impact of overrides
on each municipality’s FY08 levy limit
(see Table 1). To do this, overrides were
compounded by 2.5 percent for every
year that their initial year of application
preceded FY08. The compounded im-
pact of FY99-FY08 overrides statewide
totaled $327.2 million or 3 percent of
the statewide FYO08 levy limit.

Although the statewide tax levy in-
creased by $4.24 billion from FY99 to
FY08, overrides contributed a relatively
modest $327.2 million or 7.7 percent of
the total increase. The impact on indi-
vidual communities, however, varied
considerably. For example, in Phillip-
ston the impact of overrides as a per-
cent of the FY08 limit was close to 30
percent, with Chilmark and Truro fol-
lowing at 27.5 percent and 27.1 per-

cent, respectively. Wellesley had the
largest dollar amount added to the limit
at $15.2 million or 19.3 percent of the
FY08 limit, followed by Lexington
($14.5 million) and Sudbury ($13.1 mil-
lion). The only city to approve an over-
ride during this period was Newton,
where voters approved an $11.5 mil-
lion override in FY03.

To determine if there is a relationship
between population and the approval
of overrides we ranked municipalities
by population (2007 Census Bureau
estimates) and divided them into four
groups with an equal number of com-
munities in each (community rankings
by population, EQV and pupils as a
percent of total population can be
found at: www.mass.gov/Ador/docs/dls/
mdmstuf/Prop2 LevyCap RefVotes/

overridefocusgroupings.xls. The re-
sults (see Table 2) show that the quar-

tile with the state’s largest communities
(more than 21,400 in population) are
far less likely to have used overrides
than the smaller communities in the
other three quartiles. In fact, the smaller
three quartiles have added, on aver-
age, more than 6 percent to their FY08
levies while the largest quartile has av-
eraged only 1.46 percent.

The number of communities within each
population group passing overrides
over this 10-year period is also telling.
In the three smallest quartiles (less
than 21,401 population) more than 47
percent of the communities had suc-
cessful overrides, while only 23 percent
of those in the largest quartile had ap-
proved an override. It appears then that
the influence of population on override
behavior doesn’t vary materially until the
most populous quartile, which contains
the state’s largest cities, most of which
have not attempted an override.

We also looked at the relationship be-
tween property wealth per capita and
overrides. To measure property wealth,
we used the 2006 equalized valuations
(EQV) divided by the 2007 popula-

continued on page 8
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A Ten-Year Perspective on Proposition 2% Overrides continued from page 7

Overrides by EQV Per Capita

Number Total Total Overrides Number of Pct. of
EQV in impact of FY97 as pct. of comm’s. with comm’s. with
per capita sample overrides levy limit  levy limit overrides overrides
107,100 and under 88 11,275,485 2,014,043,025 0.56 14 15.91
107,101-141,200 88 29,238,240 1,783,364,257 1.64 32 36.36
141,201-201,400 88 100,789,511 4,303,322,251 2.34 39 44.32
201,401 and over 87 185,899,746 2,756,684,683 6.74 60 68.97
Table 3
Impact of Overrides by EQV Per Capita
as a Percent of the Levy Limit
8.00%
7.00%
€ 6.00% ;
2 5.00% |
2
5 4.00% |
E 3.00%
2
4 2.00%
1.00% .
0.00% - . . . :
107,100 and under 107.101--140,800 140,801-202,700 202,701 and over
EQV per capita
Figure 3

tions. Using EQV per capita, we again
classified communities into four equal
groups or quartiles. The results (see
Table 3) show a very strong relationship
between property wealth and overrides
applied to the levy limit over the 10-
year period. For the group with the low-
est EQV per capita, overrides contrib-
uted, on average, only .56 percent to
their FYO8 levy, while the highest EQV
per capita quartile added an average of
6.74 percent, or 12 times the amount
added by the lowest quartile.

The two quartiles below the median
community EQV per capita increased
their limits by only $40.5 million during
this period while the two quartiles above
the median increased their FY08 levy
limits by $286.7 million. The percentage
of communities approving overrides
also increases markedly as EQV in-
creases. Of the 88 communities with the
lowest EQVs, 14 or 15.9 percent have

passed at least one override, while 60
communities or about 69 percent of
those in the highest EQV group have
passed an override.

Finally, we looked at the commonly
held notion that communities with a
high percentage of public school chil-
dren are more likely to pass overrides.
Since school costs represent such a
significant portion of local spending,
they can often be the driving force be-
hind overrides. During the last seven fis-
cal years (FY02 through FY08), more
than $206 million dollars or 77.7 percent
of the $266 million approved statewide
were either specifically for education or
“general operating” expenses. Since
school spending constitutes roughly
half of the average municipal budget,
general operating overrides not ear-
marked for a specific service are likely
to have provided significant benefit to
school departments.

To analyze how school population af-
fects overrides, we ranked the commu-
nities based on the October 1, 2007,
foundation enrollment as a percent of
total 2007 population (see Table 4). As
expected, we found a very strong cor-
relation between the percentage of
public school children and the impact
of overrides. For those communities
with lowest percentage of pupils, over-
rides accounted for only 1.1 percent of
the FY08 levy limit, while the impact of
overrides totaled almost 7 percent of
the levies of those communities with the
highest percentage of pupils. The av-
erage percentage added in the lowest
two quartiles of enrollment percentage
was about 1.4 percent while the high-
est two quartiles added more than 5.7
percent, or more than four times the
percentage added by the lower enroll-
ment communities.

It is clear from the data presented in this
article that the impact of Proposition 2.
overrides has varied widely across the
state. Clearly, those communities that
have high levels of property wealth or a
high percentage of public school pupils
have been more successful than other
communities in using the override proc-
ess to expand their revenue base. Over
the last 10 years, a total of 145 or 41.3
percent of all communities have passed
at least one override. When the 206
communities that did not pass an over-
ride during this period are excluded,
overrides contributed, on average,
9.76 percent of the FY08 levy limit of
these 145 communities.

While many Massachusetts municipali-
ties have chosen to increase their prop-
erty taxes through overrides, a more
compelling story might emerge from
those communities that have not been
successful in this regard. If the results
of this analysis point to real barriers to
passing overrides in poorer communi-
ties and those with low public school
enrollment, then the recent shortfalls in
state lottery revenues may be especially
problematic, particularly to the low prop-

continued on page 12
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Special Purpose Stabilization Funds continued from page 1

money appropriated for a particular
purpose will be used for that purpose
and will not be diverted.

Creation of a special purpose stabiliza-
tion fund, and an appropriation to that
fund, requires two-thirds vote of a city
council, town meeting or district pru-
dential (or similar) committee. The vote
must clearly define the purpose of each
fund established. Under the amended
law, creating and appropriating to a
general stabilization fund now also re-
quires two-thirds vote.

There are two options for building bal-
ances in a special purpose stabiliza-
tion fund. One is the traditional appro-
priation in a budget line-item, or in an
article, from within the levy or from
other general fund revenues. Balances
can also be transferred in from other
existing accounts.

A second new funding option is re-
ferred to as an override, but in fact,
has characteristics of both a Proposi-
tion 2%. override and exclusion. Like an
override, additional tax revenue can be
raised year-after-year without town-
wide or city-wide referendum votes be-
yond the year of inception. However,
like an exclusion under Proposition 2%,
the levy limit increase need not be per-
manent. Solely through the action each
year of the selectmen, or city council, it
can be continued, lowered or deferred
entirely and resumed in a later year. In
any event, each year, the amount avail-
able increases by 2.5 percent.

For example, let’s say that the town’s
voters approve a $100,000 override for

a capital project stabilization fund in
FY2008 and town meeting votes to cre-
ate the fund and appropriate $100,000
to it. In FY2009, $102,500 (1.025 x
$100,000, 1.025 being 2.5 percent of
the original override amount) is avail-
able for “appropriation” and that entire

Ultimately, special
purpose stabilization
funds are most
effective as a revenue
source, or savings
account, for antici-
pated expenditures.
They work best when
used to build moderate
balances and to pay
mid-level expenditures
that the community
will eventually have

to make, like building
maintenance, road
repairs and vehicle
purchases.

amount is “appropriated.” For FY2010,
$105,062 (1.025 x $102,500) is avail-
able, but only $80,000 is “appropriated.”
The amount available in FY2011 now
becomes $82,000 (1.025 x $80,000),
but the selectmen choose to make no
appropriation. The amount available in
FY2012 is $82,000 (1.025 x last appro-
priation made, i.e., $80,000).

Ultimately, special purpose stabilization
funds are most effective as a revenue
source, or savings account, for antici-
pated expenditures. They work best
when used to build moderate balances
and to pay mid-level expenditures that
the community will eventually have to
make, like building maintenance, road
repairs and vehicle purchases.

Building stabilization balances through
an override unquestionably involves an
increase to the tax levy, but special pur-
pose stabilization funds provide an im-
portant response to resident’s concerns
about the absence of long-term plan-
ning in municipal government. If consid-
ered thoughtfully and implemented pru-
dently, they offer a vehicle that can help
a community think and act in a foreword
looking manner, and effectively plan for
future costs.

For more information, please see the
DOR Information Guideline Release
(IGR) 04-201 which is accessible from
the DLS website. Go to www.mass.
gov/dls, click on Quick Links (more)
and then the Information Guideline Re-
lease link. W

Please remember to
update the online Local
Officials Directory so

that both municipal
and state officials
have accurate contact
information.



http://www.mass.gov/dls
http://www.mass.gov/dls
https://dlsgateway.dor.state.ma.us/Gateway/Public/WebForms/Directory/CityTownLandingPage.aspx
https://dlsgateway.dor.state.ma.us/Gateway/Public/WebForms/Directory/CityTownLandingPage.aspx
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Financial Planning continued from page 2

maintenance work, and changes in the
Massachusetts School Building Author-
ity (MSBA) reimbursement program. To
gain more transparency and accounta-
bility in this area, we consolidated re-
sponsibility for maintenance of all
buildings under a single standalone
department. This is also intended to in-
sure that maintenance of the town’s in-
frastructure is not subordinated to
other budget priorities. Work is ongo-
ing to improve the financial plan for the
long-term maintenance of our build-
ings, but in the meantime, town meet-
ing will have better visibility to the con-
dition of the buildings, and be in a
better position to monitor the town’s
performance in this area.

Gain buy-in for your strategy

The success of major strategic initia-
tives requires active support from vari-
ous boards and constituencies. Our
health insurance and facilities mainte-
nance initiatives have required the full
support of the Board of Selectmen,
School Committee, Board of Public
Works, Library Trustees, Recreation
Commissioners, Advisory Committee,
as well as other boards. Voter approval
of the OPEB funding exclusion required
a significant campaign to educate town
meeting members and the voters on
this complex issue. Gaining this support
has required multiple years of public
emphasis on the financial implications
of these issues. It has also required us
to give the impacted boards, taxpayers
and residents every opportunity to help
shape the town’s action plan. | have
come to appreciate that the scope and
quality of this process within a munici-
pal environment is more important than
speed of execution, which is typically
the higher priority in the private sector.

Simplify

Many of our current financial planning
challenges, especially health insurance,
OPEB, and the body of law pertaining
to these areas, are extremely compli-
cated. Helping town meeting members
and voters understand these issues

and the town’s strategies for dealing
with them has required us to limit the
focus of presentations and discussions
to the key concepts and analogize to
better known concepts, e.g., pension
liabilities. We have also found it helpful
to reiterate these key concepts in multi-
ple forums, to reinforce everyone’s ap-
preciation of the issue.

Create a dashboard

All successful corporations use some
type of “dashboard” for monitoring the
financial health and leading indicators
for their business. This promotes the
early identification of business issues
and trends and promotes the develop-
ment of more effective plans. This tool is
also useful in municipal government en-
vironments. In Wellesley, our dashboard
includes the following elements:

e Forecasted trend in state aid, new
growth, interest income and other local
revenues;

* Forecasted trend in reserve levels;

* Funded status of retirement obliga-
tions (pension and OPEB);

* Impact of historical and projected levy
increases, overrides and exclusions on
the median tax bill; and,

e Condition of major infrastructure ele-
ments for each of the town’s buildings.

Continuous visibility of these and other
variables has helped to avoid financial
surprises and proven helpful to sustain-
ing commitment to the town’s major
strategic initiatives. (Please see Editor’s
note below for more on “dashboards.”)

Emphasize the need for
accountability

Wellesley has historically supported
Proposition 2% overrides to sustain the
town’s investment in its schools and
other municipal services. At each annual
town meeting, much attention is given to
projections of potential overrides in up-
coming years. In recent years, we have
improved the quality of these projec-
tions by holding each board publicly
accountable for variances between
their budget requests and their prior
year projections.

Conclusion

While communities differ in terms of
the specifics of their financial planning
challenges, the tools and approaches
that are useful in addressing those chal-
lenges are common and similar to those
used in the private sector. Assessing the
level of financial risk and setting priori-
ties accordingly, gaining buy-in for
strategic initiatives, improving the quality
of management information, and hold-
ing individuals and groups accountable
for performance are each equally rele-
vant in the public and private sectors.
Continuous improvement in our ap-
proaches to these and other financial
planning tasks is critical to the good
health of our cities and towns. &

Editor’s note: The metaphor of a dashboard
espoused ahove has begun to enter the municipal
lexicon. A dashhoard, like the opening page of
DLS’ Gateway, is typically real-time data
collected and modeled within web-based
software. The metaphor compares the repre-
sentation of data critical to a community’s
performance to an automobile’s dashhoard,
where analogous real-time information about the
performance of the vehicle is always accessible
and up-to-date for the driver.

City and Town welcomes the
submission of municipal Best
Practice articles and ideas.

To do so please contact us at:
cityandtown@dor.state.ma.us
or by calling 617-626-2377.
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The New and Improved Community
Preservation Fund Report (Form CP-2)

Barbara Dakin and Maura O’Neil, Field Representatives, Bureau of Accounts

Since the enactment of the Community
Preservation Act (CPA) in September of
2000, 133 communities have adopted
it. Acceptance of the act requires ap-
proval of both the city or town’s legisla-
tive body and its electorate. Once
adopted, the CPA allows communities
to collect a surcharge, not to exceed 3
percent, on all real estate taxes as-
sessed. Communities that have ac-
cepted the CPA have adopted per-
centages between 0.5 percent and 3
percent. What follows is a brief expla-
nation of changes to the reporting re-
quirements for communities that have
adopted the CPA, and the resulting
changes that have been made to the
Community Preservation Fund Report
(Form CP-2).

All CPA communities are required to
file three annual reports as prescribed
in Part VII of IGR No. 00-209 (as
amended by IGR No. 01-207 and IGR
02-208). Two of the reports, the Form
CP-1 and Form CP-2, are submitted to
the Division of Local Services (DLS).
The Form CP-1, or Community Sur-
charge Report, must be submitted to
the Municipal Data Management/Tech-
nical Assistance Bureau (MDM/TAB) by
September 15 to receive the trust fund
distribution on October 15. The Form
CP-2, or Community Preservation Fund
Report, is due October 31 to the Bu-
reau of Accounts (BOA), sooner if the
tax rate is set earlier. The third report,
the Form CP-3: Community Preserva-
tion Initiatives Report, is submitted to
the Executive Office of Energy and En-
vironmental Affairs (EOEEA) by Sep-
tember 15 to receive the trust fund dis-
tribution. Recent changes to the forms
and reporting requirements are found
in Bulletin 2008-08B.

The CP-1 is a four-line report capturing
the surcharge details that must be filed
to receive the state trust fund distribu-
tion. Communities must report the net
surcharge raised for the fiscal year. The

amount of the distribution is calculated
as a particular percentage of the net
surcharge amount reported. The form
is completed and signed by the Board
of Assessors and the Accounting Offi-
cer. The annual distribution received in
fiscal year 2009 will be the first less than
100 percent of the previous year's net
surcharge assessed.

Form CP-3 is submitted
to the ... EOEEA by
September 15 to

receive the trust fund
distribution. Recent
changes ... are found
in Bulletin 2008-08B.

The original CP-2 was modeled after a
similar form used to report the activity of
the Cape Cod Land Bank (CCLB). The
revenue from the Land Bank surcharge
is for the acquisition of open space only
and is accounted for as a receipt re-
served for appropriation. The CCLB did
not have the complexities that are as-
sociated with the CPA. Communities
that adopt the CPA must appropriate or
reserve at least 10 percent of estimated
annual revenue for the three basic cat-
egories 1) open space 2) historic re-
sources and 3) community housing.

BOA took the opportunity to revise the
CP-2 while working on the Miscella-
neous Forms section of the new Gate-
way system. The Community Preser-
vation Fund Report, or CP-2, is a
statement of revenues, expenditures
and fund balances summarizing the
activities of a city/town’s CPA special
revenue fund for a specific fiscal year.
The form is used by the BOA to help
ensure that the amounts reported as
available funds on the Schedule A-4
submitted with the Tax Rate Recap
sheet were available for appropriation
at both annual and special town meet-

ings. Before making any changes to the
form, BOA contacted EOEEA. As a re-
sult, it was decided that the CP-2 form
no longer needed to be submitted to
EOEEA. EOEEA requested BOA to re-
move their address from the form as the
CP-3 is the only report they require.

The categories of the fund uses on the
previous form, Expenditures/OFU, if fol-
lowed literally, led to issues arriving at
the proper detailed fund balances. The
fund balance details were cumbersome
to complete using the categories pro-
vided. The revenue section of the re-
vised CP-2 has minor changes, and the
reporting categories for the expendi-
ture section have been consolidated to:
expenditures for special purpose, ex-
penditures for debt by special purpose,
administrative expenses and other. The
“other” category in both the revenue and
expenditure section is used to report
items that do not fit in any of the specific
categories. The detail fund balance sec-
tion has had major changes, and is now
easier to complete. The reporting cate-
gories for the fund balance detail follow
the account titles and account numbers
prescribed in the Uniform Massachu-
setts Accounting Manual.

There is also a new section for addi-
tional comments, and a section in which
the community is asked to check off
whether or not they met the requirement
to appropriate or reserve for future ap-
propriation at least 10 percent of the es-
timated annual fund revenue for open
space, historic resources and commu-
nity housing. If the answer to that ques-
tion is no, there is a section for a com-
munity to write a brief explanation on
how they plan to meet the requirement.
In the first year of implementation only,
if a community fails to make appropria-
tions or reservations for any of the
three special purposes, the accounting
officer is authorized to establish the re-

continued on page 12
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A Ten-Year Perspective on Proposition 2% Overrides continued from page 8

Overrides by Pupils Attending Public Schools

School attending Number Total Total Overrides Number of Pct. of
children as pct. in impact of FY97 as pct. of comm’s. with comm’s. with
of population sample overrides levy limit  levy limit overrides overrides
13.36 and under 88 47,671,004 4,265,194,847 1.12 29 32.95
13.37-15.58 88 44,824,179 2,498,502,501 1.79 28 31.82
15.59-17.89 88 83,086,681 1,920,642,087 4.33 37 42.05
17.90 and over 87 151,621,118 2,173,074,781 6.98 51 58.62
Table 4
Impact of Overrides by Pupils Attending
Public Schools as a Percent of
the Levy Limit
8.00%
7.00%
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2
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E 3.00%
& 2.00%
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1.00% I
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13.26% and below 13.37%--15.58%  15.58%--17.89% 17.90% and above
School-attending children as percent of population
Figure 4

Mark Your Calendars

“What’s New in Municipal Law” will be held on Friday September 26, 2008, at
the Log Cabin Banquet and Meeting House in Holyoke and Friday, October
3, 2008, at the Lantana in Randolph. This full-day seminar reviews new legis-
lation and recent court decisions pertinent to local government in the morning
and offers participants the opportunity to select one of three simultaneous
workshops in the afternoon. Seating at this seminar is limited. Please register
early. The registration form is available on our website.

Assessment Administration: Law, Procedures and Valuations (Course 101)
will be offered at Barnstable High School on Tuesday evenings from 6 p.m. to
9 p.m. on October 7, 14, 21, 28 and November 4 and 18. Please note that
there is no class on November 11 in observance of Veteran’s Day.

For more information regarding training opportunities offered by the Division
of Local Services, please contact Donna Quinn, Training Coordinator, at
617-626-3838 or via e-mail at guinnd@dor.state.ma.us. W

erty wealth communities. Since state lot-
tery aid is effectively targeted to these
low EQV communities and, as our data
show, can mitigate the need for an over-
ride when increasing, it is troubling that
lottery aid has had to be supplemented
with general fund state dollars in each
of the last three years to maintain prom-
ised cherry sheet amounts. Against this
backdrop, short-term prospects for fu-
ture additional lottery aid are not posi-
tive. This, together with the impediments
suggested by this analysis to passing
overrides in many of the state’s commu-
nities, is likely to add urgency to more
serious discussions about breaking
down parochial obstacles to cutting
costs and regionalizing services. Bl

Editor’s note: City and Town encourages the
public dissemination and discussion of issues,
data and analysis presented in these pages,
but respectfully requests that our newsletter
be credited or cited as a source in cases where
this information appears in other publications.

CP-2 continued from page 11

serves. This issue is addressed in Bul-
letin 2002-12B.

Before finalizing the new format, BOA
recruited several accounting officials to
test the new design. The feedback
was positive, noting that the aforemen-
tioned changes made it so that little
time is now needed to prepare and the
report is now much easier to complete.

In addition, after requests from users,
BOA has prepared written instructions
on how to complete the CP-2. The form
may be found on our website or in the
Misc. Forms tab in Gateway; the instruc-
tions may be found on our website. B


mailto:quinnd@dor.state.ma.us
http://www.mass.gov/Ador/docs/dls/boa/boayearend/Formcp_2.xls
http://www.mass.gov/Ador/docs/dls/boa/boayearend/Form%20CP_2_Instructions.doc
http://www.mass.gov/Ador/docs/dls/boa/boayearend/Form%20CP_2_Instructions.doc
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DLS Profile

James Reynolds Works His Way to the Top

S.J. Port, Director of Policy and Communication

[:E Senior Deputy Commissioner James
. Reynolds is approaching his 30th an-
] niversary with the Department of Rev-
enue (DOR). Appointed as senior
deputy in February of 2008, the kid from
Dorchester has grown up at DOR, play-
Y ing various roles in each of the three
major areas within the agency.

Jim Reynolds  “\Jy original appointment at DOR was

for an eight week summer internship,” says Reynolds. “Thirty
years later, I'm still here!”

As a summer intern, Reynolds was assigned to what was
then the Planning and Research Bureau (now the Division of
Local Services’ MDM/TAB). It was then that he became inter-
ested in the process of compiling and issuing Cherry Sheets
to cities and towns — and, more expressly, how the process
could be automated.

“I remember that the release of the Cherry Sheets was quite
an event back then,” recalls Reynolds. “My first year at DOR,
| was asked to push a hamper containing all of the Cherry
Sheet information for every city and town from the Saltonstall
Building across Bowdoin Street to the Gardner Auditorium in
the State House for an official release. | was under strict or-
ders not to let anyone come near the hamper but local offi-
cials were there in force and swarmed me, hoping I'd give
them a glimpse of their aid number.”

Through this and experiences that followed, Reynolds, grew
to appreciate what an important role local government plays
in the lives of the commonwealth’s citizens, and how DOR
supports that role.

As DLS began their own training programs, Reynolds was
also involved.

“I'm quite proud of the role | played in the development and
rollout of the DLS Assessors Course, which made it easier for
the department to provide much needed training to city and
town officials,” he says.

Just prior to becoming Senior Deputy Commissioner,
Reynolds was the Deputy Commissioner for Administrative
Services. The Division of Administrative Services oversees
bureaus such as Financial Services, Human Resources,
Labor Relations, Employee Training and Facilities, which in-
teract with the three distinct areas of DOR (Taxation, Child
Support Enforcement, and DLS) and must learn to comple-
ment each area’s individual mission.

Reynolds compares his role as senior deputy commissioner
to that of a chief operating officer.

“Many of the decisions | make impact DLS directly,” says
Reynolds. “I like to think that | play a small part in the success
of DLS by ensuring that Bob Nunes and all of his employees
have the necessary tools to continue their important work in
helping communities achieve sound fiscal management.”

In his new position, Reynolds finds he has to push back on
people more, saying “no” more often.

“| find myself in the middle of conflicts where | need to bring
two sides together. Diplomacy has certainly become one of
my most used skills.”

Reynolds is making more decisions in a single day than ever
before, and finds common sense and preparation imperative
to moving forward in an efficient manner despite the “fires”
that ignite. That said, it is the unpredictable nature of the
role that he enjoys.

“That’'s what | love about my job. No two days are alike,” says
Reynolds. “One day may be spent on issues impacting the
Child Support Enforcement Division; the next day might be
spent on tax issues, another day on city or state budget is-
sues, another day on labor issues. There are so many facets
to this job.”

Finding time to be at his desk, accomplishing his own tasks,
and checking back in with the agenda is often a challenge,
says Reynolds. “The hardest part of the job is finding time in
the day to accomplish my daily goals. If | don’t make time
for myself, | would be in meetings all day long.”

Outside of DOR, Reynolds stays busy concocting vegetable
recipes his three young children will eat. Like Commissioner
Navjeet K. Bal, Reynolds has a passion for cooking and the
way in which it draws family together.

“As | have gotten older, | have become more of a student of
cooking, trying to understand how different ingredients
match food.”

Evening and weekends are spent chauffeuring his three
children (Samantha, 12; Kiernan, 9; and Lawton, 2) from the
family home in Milton to various activities and events. “My
kids are at ages where most of our free time is spent with
their activities” says Reynolds. Reynolds and his wife, Linda,
enjoy the rare opportunities to slip away, whenever possible,
even if they are “too few and far between.” &
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Municipal Fiscal Calendar

September 15

Accountant/Assessors: Jointly Submit
Community Preservation Surcharge Re-
port. This report (CP-1) is a statement of
the prior year’'s net Community Preserva-
tion Surcharge levy, and is used to distrib-
ute state matching funds on October 15.

September 30

Municipal and District Treasurer/Collec-
tor: Compensating Balance Report. If
compensating balance accounts were
maintained during the prior fiscal year,

a report and account analysis schedules
are required.

Accountant/Superintendent/School
Committee: Jointly Submit End of Year
Report to the DOE. Schedule 1: deter-
mines compliance with prior year Net
School Spending requirement. Schedule
19: determines compliance with current
year Net School Spending requirement.

Accountant: Submit Snow and Ice Re-
port. This report is a statement of snow and
ice expenditures and financing sources.

Treasurer: 4th Quarter Reconciliation
of Cash for the Previous Fiscal Year
(due 45 days after end of quarter or upon
submission of a balance sheet for free
cash/excess and deficiency certifica-
tion, whichever is earlier). A reconcilia-
tion is the process of comparing the Trea-
surer's accounts to the Accountant’s/
Auditor’s or Schools Business Manager’s
ledger balance to determine if they are
consistent, and for the officials to make
any necessary corrections. When the rec-
onciliation is complete, the Accountant/
Auditor/School Business Manager should
indicate agreement with the Treasurer’s
balances. Reconciliations are required
every quarter by DOR, but communities
and school districts should reconcile
monthly for their own purposes. The fourth
quarterly report as of June 30 must be
completed and returned to DOR. The first
three quarterly reports of the fiscal year
should be completed timely and filed in
both the Treasurer’'s and Accountant’s/
Auditor’s or School Business Manager’s
offices for possible BOA inspection or
audit. Municipalities and school districts
may also use these reports to monitor cash
practices of the Treasurer’s office. If the
Accountant/Auditor/School Business Man-

ager and Treasurer are not consistently
reconciling cash accounts, or if the recon-
ciliations indicate variances, the Mayor,
Selectmen or School Committee should
inquire as to the reasons.

Treasurer: Statement of Indebtedness.
Massachusetts General Laws Ch. 44, Sec.
28 requires the Director of Accounts to
maintain complete and accurate records
of indebtedness by cities, towns and dis-
tricts. This statute also requires Treasurers
to furnish any other information requested
by the Director in respect to the authoriza-
tion and issuance of loans. This Statement
is the annual report required from Treasur-
ers to accomplish this purpose. Treasurers
should reconcile their debt records with
the Accountant/Auditor before filing the
Statement of Indebtedness to ensure that
the Statement and balance sheet are in
agreement.

State Treasurer: Notification of Quar-
terly Local Aid Payments on or Before
September 30. When local aid payments
are transmitted to communities, the cover
letter indicates what funds (e.g., Ch. 70,
Lottery) will be made available, less quar-
terly assessments (see Cherry Sheet at-
tachment for details).

October 1

Collector: Mail Semi-Annual Tax Bills.
For communities using the regular semi-
annual payment system, actual tax bills or
optional preliminary bills should be mailed
by this date.

Taxpayer: Semi-Annual Preliminary Tax
Bill — Deadline for Paying Without Inter-
est. According to M.G.L. Ch. 59, Sec. 57C,
this is the deadline for receipt of the prelim-
inary tax payment without interest in com-
munities using the annual preliminary tax
billing system, unless the bills were mailed
after August 1. If mailed after August 1,

the payment is due November 1, or 30
days after the bills were mailed, whichever
is later.

Taxpayer: Last Date to File Application to
Have Land Valued and Taxed as Agricul-
tural/Horticultural Land or Recreational
Land, M.G.L. Ch. 61A and Ch. 61B.

October 15

Superintendent: Submit School Foun-
dation Enroliment Report to DOE.

October 31

Accountant: Submit Schedule A for Prior
Fiscal Year. This report is a statement of
the revenues received, expenditures made
and all other transactions related to the
town’s finances during the previous fiscal
year. The Schedule A classifies revenues
and expenditures into detailed categories
that will provide information essential for
an analysis of revenues and expenditures
generated by various departments. This
data, like other financial information re-
ported to DOR, is entered into DOR’s Mu-
nicipal Data Bank; as such, the Depart-
ment may provide time series, comparative
and other types of analyses at the request
of a city or town. This information is also
sent to the US Census Bureau and elimi-
nates a prior federal reporting requirement.
Failure to file by October 31 may result in
withholding major distributions of state aid
until the Schedule A is accepted by BOA.

Selectmen: Begin Establishing Next
Fiscal Year Budget Guidelines and
Request Department Budgets.

Assessors: Begin Work on Tax Rate
Recapitulation Sheet (to set tax rate
for annual preliminary tax bill commu-
nities). A community that uses the annual
preliminary tax bill system (on a quarterly
or semiannual basis) should begin gather-
ing tax recap information in order to have
enough time for the tax rate to be set and
tax bills mailed by December 31. See
August’s Complete Tax Rate Recapitu-
lation Sheet.

City & Town is published by the Massachusetts
Department of Revenue’s Division of Local
Services (DLS) and is designed to address
matters of interest to local officials.

S.J. Port, Editor
Marilyn Browne, Editor Emeritus

Editorial Board:
Robert Nunes, Robert Bliss, Zachary Blake
and Amy Januskiewicz

To obtain information or publications, contact the
Division of Local Services via:

* website: www.mass.gov/dls

* e-mail: cityandtown @dor.state.ma.us

* telephone: 617-626-2377

* mail: PO Box 9569, Boston, MA 02114-9569
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